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Headquarters Facilities Master Plan 

Background 

The Santa Clara Valley Water District has been developing a headquarters 
facilities master plan since 1987 to provide additional office space needed to 
accommodate current staff and projected increases in staff. This report exam¬ 
ines the methods available to the District for financing the proposed headquar¬ 
ters facilities and recommends a financing approach. 

Headquarters Master Plan Costs and Schedule 

The major element of the master plan is construction of a new 168,700-square- 
foot headquarters office building and ancillary improvements such as parking, 
pedestrian and automobile access, landscaping, and relocation of an existing 
pond. The master plan also includes remodeling of the existing headquarters 
building for maintenance and operations functions, construction of additional 
maintenance facilities and a laboratory, and site acquisition and development. 
Total cost of the master plan is estimated at $56.8 million in today’s dollars, 
as shown in Table 1. 

TABLE 1 h SANTA CLARA VALLEY WATER DISTRICT 

HEADQUARTERS MASTER PLAN COST ESTIMATES 


Land acquisition & development $12,000,000 
New headquarters building 34,200,000 
Remodel existing headquarters building 2,400,000 
Laboratory 3,200,000 
Future maintenance facilities —5,000,000. 
Total $56,800,000 


The District has begun to acquire the additional adjacent property necessary to 
implement the master plan. The balance of the property is expected to be 
acquired in 1990/91. Design expenses for the new headquarters office build¬ 
ing are included in the 1990/91 budget. Construction is scheduled to begin in 
the summer of 1992 and be completed in 15 months. The remodeling of the 
existing headquarters building would immediately follow completion of the 
new headquarters. Construction of the future maintenance facilities and labor¬ 
atory is unscheduled at this time. For purpose of the financing plan, these 
projects are assumed to immediately follow the remodeling of the existing 
headquarters building. Project appropriations, by year are shown in Table 2. 
The schedule does not include $6,750,000 already spent for site acquisition. 
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TABLE 2 n SANTA CLARA VALLEY WATER DISTRICT 

MASTER PLAN APPROPRIATION SCHEDULE 

Activity 

Year 

Cost 

Fiscal Year 
Total 

Site acquisition 

Site preparation 

Design 

District labor & miscellaneous 

1990/91 

1990/91 

1990/91 

1990/91 

$ 1,200,000 
3,800,000 
3,100,000 
250.000 

$ 8,350,000 

Remove houses 

Construct new headquarters building 
Remodel existing headquarters 
Construct laboratory 

Construct additional maintenance 
facilities 

1991/92 

1992/93 

1994/95 

1995/96 

1996/97 

300,000 

31,100,000 

2,400,000 

3,200,000 

5,000,000 

300,000 

31,100,000 

2,400,000 

3,200,000 

5,000,000 


The costs shown above are in current dollars. The costs of later phases of the 
master plan may increase due to inflation. Inflation at an average of 5 per¬ 
cent per year would increase the costs of the remodeling, laboratory, and fu¬ 
ture maintenance facilities from $10.6 million to $13.7 million, an increase of 
$3.1 million. 

District Financial Operations 

The District’s financial operations are divided into a number of separate and 
distinct funds—one for each flood control zone, the water utility enterprise 
fund, and the District Fund. Each fund has its own revenue sources, and each 
is responsible for specific expenses. The District is precluded from transferring 
money between funds, or using the resources of one fund to pay for the ex¬ 
penses attributable to another. 

The District Fund 

The District Fund is the fund responsible for the direct costs of providing head¬ 
quarters office space for all departments. The District Fund’s revenues come 
from three major sources, as shown in Table 3: 

■ Taxes: The District Fund receives a share of the 1 percent general tax ' 
levy. In 1990/91, District Fund tax revenue is projected at $1,869,000. 

■ Interest Earnings: Interest earnings attributable to the District Fund are 
expected to be about $800,000 in 1990/91. 
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m Cost Center Reimbursement: The District Fund charges other funds over¬ 
head based on direct labor. Such overhead charges are the largest source 
of revenue to the District Fund and are expected to total $11,117,000 in 
1990/91. 

In addition to these sources of funds, a portion of the 1990 certificates of 
participation, scheduled to be sold in July, will be allocated to the District 
Fund to reimburse that fund for $6,750,000 in property acquisition expenses to 
date and in addition provide $1,200,000 for acquisition of the remaining hous¬ 
es on Allen Avenue which the Board is obligated to purchase. 

The District Fund is responsible for payment of the District’s administrative 
expenses. These are divided into several components: 

b Governmental Program: This category includes the costs of a variety of 
general governmental projects that support Districtwide activities, such as 
basic data collection, risk management, and public education. These 
expenses are budgeted at $2,500,000 in 1990/91. 

a Fixed Assets: Fixed assets charged to the District Fund include such ex¬ 
penditures in excess of $1,000 for items such as automobiles, hydrologic 
equipment, computers, structures, and land and buildings. The 1990/91 
District Fund budget includes $3,300,000 for fixed assets. 

a Interfund Loan Appropriation: The District Fund can make loans to other 
cost centers with the approval of the District board. An interfund loan 
appropriation ($10 million in the 1990/91 budget) is maintained for this 
purpose. 

m Debt Service: Debt service on the portion of the 1990 certificates of 
participation related to the headquarters master plan will be paid from the 
District Fund, as will any further debt service for the master plan. The 
1990/91 budgeted debt service is $500,000; this increases to $750,000 
per year thereafter. 

District Funds Available for Master Plan 

As shown in Table 3, current revenues and fund balances in the District Fund 
are expected to total $27.3 million in 1990/91. Obligations of the District 
Fund other than the headquarters master plan will require $16.4 million of 
these funds, leaving $10.9 million available for the headquarters master plan. 
The balance available in 1990/91 will be sufficient for the budgeted master 
plan appropriations in 1990/91, and allows a carryover of about $2.5 million. 

At the current overhead rate, annual District Fund revenues available for the 
headquarters master plan are expected to be about $7 million. This level of 
funding is not sufficient to fund the construction of the new headquarters 
building in cash. 



TABLE 3 

SANTA CLARA VALLEY WATER DISTRICT 

FUNDS AVAILABLE FDR HEADQUARTERS MASTER 

scvflowa48 

17-May-90 

PLAN 

Projected cash available, 7/1/90 

$5,500,000 

Revenues, 1990/91 

Taxes 

Interest & other 

Proceeds of sale of certificates 

Cost center reimbursement 

1,869,000 

893,000 

7,950,000 

11,117,000 

Projected 1990/91 revenues 

21,829,000 

Total available, 1990/91 

27,329,000 

Expenses 

Governmental program 

Fixed assets (except master plan) 

Debt service 

Interfmid loan appropriation 

Contingency appropriation 

2,500,000 

3,300,000 

500,000 

10,000,000 

100,000 

Total expenses except master plan 

16,400,000 

Available for master plan 

10,929,000 

HEADQUARTERS MASTER PLAN APPROPRIATION, 
Purchase of remaining houses 

Site preparation 

Architect 

District labor & misc 

1990/91 

1,200,000 

3,800,000 

3,100,000 

250,000 

Total projected master plan expenses 

8,350,000 

Balance, 6/30/91 

2,579,000 
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The balance available in 1992/93, when the construction contract would be 
awarded, if projected to be about $8.9 million. The amount of the construc¬ 
tion contract is estimated at $31.1 million. Therefore, the District Fund will 
need to borrow some or all of the funds for construction of the new head¬ 
quarters building. 

Table 4, in the section titled “Financing Plan,” presents these figures in more 
detail. As shown in the table, with some borrowing in 1992/93 for construc¬ 
tion of the new headquarters building, the balance of the projects could be 
funded from cash and the overhead rate gradually reduced. 

Borrowing Methods 

The District may choose from a variety of borrowing methods to finance its 
projects. The District should borrow cautiously, after ascertaining that borrow¬ 
ing is appropriate for the project in question. Borrowing is not a source of 
revenue—it is a method of spreading the costs of a capital project over a 
period of time. Spreading project costs over time means that future customers 
who benefit from a project help to pay for that project. • 

Each time the District uses debt financing, the specific financing method should 
be based on the project to be financed, the fund responsible for payment of 
debt service, and the types of revenues that fund receives. 

The headquarters master plan is a project of general benefit to the District. 

It will provide office space to all District departments, and all of the District's 
ratepayers and taxpayers will benefit from die efficient operations that an 
adequate headquarters will provide. 

The District Fund receives revenues from a variety of sources, as described 
above. The appropriate borrowing method must therefore be one that can be 
used to finance a building project and one that can be secured by a revenue 
mix that includes taxes, interest, and overhead charges. 

Two basic financing methods can be used for the headquarters master plan— 
general obligation bonds and forms of lease financing, particularly certificates 
of participation. 

General obligation (GO) bonds are the most basic form of voter-approved fi¬ 
nancing. In California, GO bonds require approval by two-thirds of the voters 
casting ballots on the measure. Such voter approval gives the District the abil¬ 
ity to levy unlimited property taxes for the payment of principal and interest 
on the bonds. 

Receiving approval by two-thirds vote is extremely difficult. The most appro¬ 
priate types of projects for general obligation bonds include such things as: 

■ Optional Projects: Projects the public agency will undertake only with 
voter approval, such as parks or optional property acquisitions. 
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■ Non-Revenue-Producing Projects: Projects such as schools and libraries, 
which do not generate revenues and must be paid for from property taxes. 

■ “Life-Threatening” Projects: Projects that will correct a clear and present 
danger to the public and for which there is an overwhelming argument in 
favor. Certain earthquake repair projects might fall into this category at 
this time. 

The headquarters master plan does not fall into any of these categories. The 
project is necessary—the District needs additional space to accommodate pres¬ 
ent employees and provide for foreseeable future growth. Until such space can 
be constructed, the District will continue to have to rent additional space, 
spending money which cannot be recovered. The efficiency of operations can 
suffer when departments are split up and overcrowded. If a GO bond issue 
were submitted to the voters and rejected, the District would still need to pro¬ 
ceed with the project, and the costs would have increased in the meantime, 
both due to inflation in construction costs and to additional rental costs until 
the project is completed. 

Lease financing includes a number of forms of financing based on the District’s 
ability to enter into contracts. Lease financing includes nonprofit corporation 
bonds, joint powers authority bonds, and certificates of participation—prob¬ 
ably the most common general-purpose form of financing in California today. 
Under the District’s enabling act, these are very strong forms of financing, 
equal to general obligation bonds in security and therefore in interest cost. 

The District issued certificates of participation in 1988 for flood control proj¬ 
ects and is considering the issuance of additional certificates in 1990 for flood 
control projects and site acquisition for the master plan. Certificates would be 
the most likely source of lease financing for use by the District for the head¬ 
quarters master plan. 

With certificates, the District enters into a contract—an installment payment 
agreement—under which the District agrees to make a stream of payments in 
return for a project. The method is directly comparable to an individual’s 
entering into an installment purchase agreement for a major purchase, such as 
a car. It is a direct and straightforward form of financing, which the District 
can use to proceed promptly with the headquarters project without adding the 
costs that delay would entail. 

Financing Plan 

Table 4 develops a cash flow projection and financing plan for the headquar¬ 
ters master plan. The financing plan relies on a mixture of cash and borrow¬ 
ing with certificates of participation. The central elements of the financing 
plan are: 



TABLE 4 scvflow 

SANTA CLARA VALLEY WATER DISTRICT 17-May-90 

HEADQUARTERS MASTER PLAN APPROPRIATION CASH FLOW 


Fiscal year ending June 30: 

Total overhead rate (points) 
Levels 1 & 2 

Available for master plan 

Balance forward* 

Revenues 

Overhead** 

Net COP proceeds 
Total revenue 

Total available 

Expenses 

Debt service 1990 Issue 
1992 Issue 

Project costs 
Total 

Net'income 
Balance forward 


1991 

1992 

1993 

1994 

1995 

220 

220 

220 

210 

210 

158 

160 

162 

164 

166 

62 

60 

58 

46 

44 

$11,429,000 

$2,579,000 

$8,729,000- 

$6,290,000 

$8,511,000 


$7,200,000 

$6,960,000 

25,000,000 

$5,520,000 

$5,280,000 


7,200,000 

31,960,000 

5,520,000 

5,280,000 

$11,429,000 

$7,200,000 

$31,960,000 

$5,520,000 

$5,280,000 

500,000 

750,000 

750,000 

2,549,000 

750,000 

2,549,000 

750,000 

2,549,000 

8,350,000 

300,000 

31,100,000 

■' 

2,400,000 

8,850,000 

1,050,000 

34,399,000 

3,299,000 

5,699,000 

2,579,000 

6,150,000 

(2,439,000) 

2,221,000 

(419,000) 

2,579,000 

8,729,000 

6,290,000 

8,511,000 

8,092,000 


1996 

1997 

1998 

1999 

2000 

210 

210 

205 

205 

205 

168 

170 

172 

174 

176 

42 

40 

33 

31 

29 

$8,092,000 

$6,633,000 

■ $3,134,000 

$3,795,000 

$4,216,000 

$5,040,000 

$4,800,000 

$3,960,000 

$3,720,000 

$3,480,000 

5,040,000 

4,800,000 

3,960,000 

3,720,000 

3,480,000 

$5,040,000 

$4,800,000 

$3,960,000 

$3,720,000 

$3,480,000 

750,000 

750,000 

750,000 

750,000 

750,000 

2,549,000 

3,200,000 

2,549,000 

5,000,000 

2,549,000 

2,549,000 

2,549,000 

6,499,000 

8,299,000 

3,299,000 

3,299,000 

3,299,000 

(1,459,000) 

(3,499,000) 

661,000 

421,000 

181,000 

6,633,000 

3,134,000 

3,795,000 

4,216,000 

4,397,000 


*In 1990/90, balance forward is amount shown in Table 1 as "available for master plan" plus $500,000 for 1990/91 debt service. 
**1 point in overhead factor is assumed to yield $120,000. 
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■ Throughout the development of the master plan, the balance of the Dis¬ 
trict Fund each year, after paying its expenses and providing for the inter¬ 
fund loan appropriation, is appropriated for the headquarters master plan. 

■ A share of the 1990 certificates is applied to finance property acquisition 
expenses, both reimbursement of expenses advanced from the District Fund 
and the amount necessary to acquire the balance of the property. These 
funds are included in the 1990/91 budget. 

■ The headquarters master plan appropriation funds design and site prepa¬ 
ration expenses for the new headquarters building in cash. 

b Certificates of participation are issued in the amount needed for construc¬ 
tion of the new headquarters building in about mid-1992. 

a The headquarters master plan appropriation is used to fund construction 
of the remaining master plan elements in cash. 

The certificates for the headquarters master plan would be payable from the 
District Fund. At the current overhead rate, the District Fund can generate 
approximately $7 million per year which can be allocated for the headquarters 
facilities master plan. This should be sufficient to pay debt service on both the 
1990 certificates and the proposed 1992 certificates, and to generate cash for 
the balance of the expenses. As discussed below, the projections indicate that 
the overhead rate can be reduced beginning in 1993/94. 

The financing plan assumes that the costs of the laboratory will be paid from 
the District Fund, in the same manner as for other District buildings. It has 
been proposed that these costs be paid by the water utility enterprise. Charges 
for the use of the laboratory can be established in the future if appropriate. 

Cash Flow Projection 

Table 4 projects cash flow for the headquarters master plan through 1999/00 
based on the following assumptions: 

b The District does not increase its current overhead rate of 220 points (220 
percent of direct labor) and reduces this rate as financially prudent. 

a In 1990/91, 62 points of the overhead rate is available for the headquar¬ 
ters master plan appropriation. 

b Each point in the overhead rate yields $120,000. 

h The portion of the overhead rate available for the master plan appropria¬ 
tion will gradually decline (estimated at 2 points per year) as other Dis¬ 
trict Fund expenses increase. 

a Master plan appropriations are based on the schedule shown in Table 2. 
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■ Debt service on the 1990 certificates is based on one half of the estimated 
net debt service for that issue, assuming a term of 25 years and interest at 
7.5 percent. 

■ The balance forward cannot drop below $3.1 million, to allow for infla¬ 
tion in the costs of the later phases. 

Table 4 shows that: 

■ Funds on hand and generated in 1991/92 would be sufficient to finance 
design and site preparation for the new headquarters building. 

■ Certificates would need to be issued before the construction contract is 
awarded. 

■ The net amount of the certificates needed for construction would be about 
$25 million. This would require a total issue of about $28 million. The 
balance of the issue proceeds would be used to establish a reserve fund 
and pay issuance expenses. 

h Debt service on the 1992 certificates is based on a $28 million issue with 
a 25-year term and interest at 7.5 percent. 

s Of the total project costs of $56.8 million, about $33 million would be 
borrowed using certificates of participation, and the remaining $23.8 mil¬ 
lion would be paid in cash. 

a The current overhead rate of 220 points could be reduced to 210 points in 
1993/94 and 205 points in 1997/98. 

■ Annual debt service will be about $3.3 million per year. At $120,000,per 
point, an overhead rate of 28 points will be necessary for debt service. 

All of the information in Table 4 is estimated, and actual revenues and ex¬ 
penses are expected to vary from these estimates. Actual sizing of the 1992 
certificates will be based on the amount of cash available for construction and 
the construction bid. If costs are lower or revenues higher than projected, the 
amount of borrowing will be reduced. The reverse is also true. Based on 
these projections, the District has significant flexibility in meeting the actual 
costs of the project. ^ 

Recommendation 

The District should use certificates of participation to finance the borrowing 
necessary for the headquarters master plan. Borrowing appears to be neces¬ 
sary only for a portion of the construction of the new headquarters building. 
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Available moneys in the District Fund should be appropriated for the headquar¬ 
ters master plan. Such moneys should be sufficient to pay the balance of the 
master plan expenses. Annual funding levels needed to complete the construc¬ 
tion and pay debt service on the certificates issued for construction should 
decline gradually. 

This approach will allow the project to proceed on a timely fashion. It will 
reduce the amount of borrowing necessary, and consequent interest costs. The 
borrowing that is necessary will be very well-secured, and will therefore bear 
interest at the lowest possible costs. All in all, financing the headquarters 
master plan facilities with certificates of participation will provide the least 
costly financing and lowest cost to the District’s taxpayers and ratepayers. 

Very truly yours, 


BARTLE WELLS ASSOCIATES 



^LoraSf^Stovall 


LJS:mt 




